The U.S. balance of payments, 1961-63 by anonymous
A NEW RISE in imports of materials ac-
companied the fresh advance in industrial
production this spring and summer, with
very little lag. Exports also rose. The com-
mercial trade balance was not much
changed, but strong foreign demand for
U.S. capital and credit adversely affected
the U.S. balance of payments in the first
half of the year.
Since domestic economic activity began
to expand from its recession low in early
1961, total imports of goods have risen from
an annual rate of about $13.5 billion to a
rate approaching $17.5 billion this summer.
Much of this rise occurred in the initial
recovery in 1961. As economic expansion
continued in 1962, inventory investment
eased, domestic industrial output of mate-
rials stabilized, and imports rose more
slowly than before. Toward the end of last
year and early this year imports fell off a
little. But the recent advance brought them
by June-August to an average rate about
8 per cent above their level in the summer
of 1962.
U.S. exports this year have responded to
rising foreign demands. In the past 6 months
expansion of economic activity in foreign
industrial countries has accelerated, and ad-
vances in demand and output have been
more general than at any time since 1960.
But higher U.S. exports this year have also
reflected increased financing of exports to
nonindustrial areas by Government loans
and grants.
Altogether, from the first half of 1961
to June-August of this year, U.S. exports
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* Over-all balance is before receipts from special Gpvt.
transactions, and other net payments exclude the receipts from
these transactions.
NOTE.—Dept. of Commerce balance of payments data,
seasonally adjusted.
rose from just over $19.5 billion (exclud-
ing military sales) to about $21.5 billion,
annual rates. Private investment income
from abroad increased relatively even more,
from a rate under $3.5 billion to a rate of
$4 billion in the first half of 1963.
The trade balance in the first half of this
year was about as favorable as last year as
the chart shows. But the over-all payments
deficit—before counting special Govern-
ment transactions—was at a rate much
higher than the $3.6 billion registered for
the year 1962. Foreign demand for U.S.
capital and credit was very heavy, and it
increased in the second quarter. This de-
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mand came from Canada, Europe, and
Japan.
In July and August both the capital out-
flow on new foreign security issues and the
outflow of bank credit were reduced, and for
the third quarter the over-all payments bal-
ance was markedly smaller than in the first
half of the year.
The over-all balance in the first 9 months
of 1963 was covered in minor part by a rise
in the dollar holdings in the United States
of foreign commercial banks, but there
were large increases in the holdings of for-
eign monetary authorities—both of short-
term assets in the United States and of non-
marketable medium-term U.S. Government
securities. U.S. gold reserves declined by
$420 million, compared with $890 million
in the full year of 1962.
TRENDS AND CYCLES IN IMPORTS
Of all the components of the U.S. balance
of payments, payments for imports are the
most directly related to variations in the
tempo of economic activity in the United
States. A large decline in imports during the
recession from the first half of 1960 pro-
duced a temporary improvement in the
trade balance at that time, and the sharp
recovery in imports in the summer of 1961
caused a new worsening of the balance.
However, neither the long-run trends of
imports nor their fluctuations in the eco-
nomic cycle depend solely on movements
of domestic output and income. Gradual
shifts occur in the competitive positions of
foreign and domestic producers, sometimes
appearing as shifts in relative costs and
prices and sometimes simply as changes in
the availability of supplies or improvement
of product design. All these factors play a
role in determining the rate at which imports
increase. Also, during briefer periods special
circumstances—such as a steel strike—may
alter temporarily the demand for imports.
Noxii.—Dept. of Commerce data on imports by end-use cate-
gories, seasonally adjusted by Federal Reserve, at annual rates;
materials are industrial supplies and materials, excluding
petroleum and products. Production indexes, seasonally ad-
justed. Latest figures shown: second quarter.
Materials. The influence of the domestic
cycle on imports is invariably greatest on
imports of industrial supplies. These im-
ports, other than petroleum, now make up
about 40 per cent of the import total, and
they have gone through wide swings in the
cycle. Unlike imports of most industrial
supplies, petroleum and fuel oil, which con-
stitute about 11 per cent of total imports,
have been rising fairly steadily at a rate of
about 7 per cent a year under the quota sys-
tem started in 1959.
The trend over the past 10 years of im-
ports of industrial supplies excluding petro-
leum, measured in either value or volume,
has been even flatter than that of domestic
production of materials, which had a growth
rate of about 3 per cent in physical volume.
But the swings in the cycle have been par-
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ticularly sharp for imports. In the period of
rapid recovery and advance from the first
half of 1961 to the first half of 1962, im-
ports of industrial supplies, excluding pe-
troleum, increased in volume by 28 per cent
and in value by 25 per cent.
Immediately after this initial rapid in-
crease, imports of materials fell off a little
in the second half of last year, in contrast
to the latter part of 1959, when demand
for steel imports was swollen by the U.S.
steel strike and average prices of imported
materials were rising rather than falling.
The leveling off in imports of materials
last year, and the leveling off of domestic
industrial production of materials, reflected
the cautious inventory policies of U.S. in-
dustry in recent years. Domestic output of
materials was relatively low in the second
half of last year, if compared with the
output of final products. Business purchases
of materials, imported and domestically
produced, seem in general to have risen in
1961-62 enough to check declines in stocks
and to cover rising consumption, but they
do not appear to have led to large new ac-
cumulations of stocks in 1962.
This year, starting in February, domestic
production of steel and other materials again
rose sharply to a peak in July and then fell
off a little in the next 2 months. The course
of imports of industrial supplies excluding
petroleum was obscured during the early
months of the year by delays in arrivals
due to the January port strike, but by June-
August these imports were 7 per cent above
their year-earlier level.
Consumer goods. Upward trends in im-
ports over the past 10 years have been
sharpest for nonfood consumer goods and
for capital equipment. Since mid-1962,
however, neither group has shown so large
an increase as in previous periods of rising
domestic incomes.
Imports of nonfood consumer goods now
make up 17 per cent of total imports, com-
pared with only 7 per cent 10 years ago.
Their 250 per cent rise in the decade con-
trasts with slow growth in U.S. imports of
foods and beverages. Import value in the
latter group has fluctuated considerably
with changes in prices for commodities such
NOTE.—Imports, same source as preceding chart. GNP ex-
penditures, Dept. of Commerce seasonally adjusted data. I atcst
figures shown: second quarter.
as coffee and sugar and with changes in
meat and livestock market conditions, but
food now accounts on the average for only
20 per cent of the total value of imports, a
smaller proportion than in earlier years.
Among nonfood consumer imports, those
of automobiles and parts have remained
well below their record 1959 volume in the
past 3 years, but during 1961 and 1962
they gradually increased. Regardless of
whether autos are included or excluded,
total imports of nonfood consumer goods
appear to have increased very little from
mid-1962 to the spring of 1963. In previous
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declines in exports to Japan and Britain
partially offsetting increases in sales to Can-
ada. This year advances have been general.
In June-August, total exports to these areas
were more than 10 per cent higher on a
seasonally adjusted basis than they were in
the second half of last year.
U.S. exports to Latin America continued
to decline last year. Exports to other less
industrialized countries rose and have re-
mained high this year. However, this rise—
measured over the 2-year interval from the
first half of 1961—was more than matched
by a rise in gross outflow of U.S. Govern-
ment grants and loans to these countries.
Changes in foreign demand and in U.S.
economic aid have brought sizable fluctua-
tions in the commodity composition of U.S.
exports during the past 3 years. Exports of
industrial supplies were declining through
last year, but they have risen in 1963—partly
with the help of Government aid financ-
ing. Exports of capital equipment were
rising until mid-1962, then declined, and in
the first half of this year they regained
their year-earlier level. Food shipments to
Western Europe were relatively large in the
1961-62 crop year, and shipments of food
to other areas under Government aid pro-
grams were large in the first half of 1963.
Exports of nonfood consumer goods,
constituting about 6 per cent of all exports,
have been fairly stable in total. This year
there has been a small but significant gain
in sales to Europe, while sales of such goods
to Canada appear to have been adversely
affected by the depreciation of the exchange
rate which culminated in the establishment
of a new par value in April 1962.
PRIVATE CAPITAL OUTFLOWS
Before recovery had gone very far in 1961,
net private capital outflows, which had been
exceptionally large in the preceding half
year, fell off considerably. In 1962, outflows
of U.S. short-term capital were sharply
lower, while an uptrend began to develop
in the net outflow of U.S. and foreign long-
term capital. From an annual rate of $5
billion in the second half of 1960 and $4
billion in 1961, the net recorded outflow
of the two types declined to $3 billion in
1962.
Net unidentified payments remained in
1961 and 1962 at the $1 billion annual
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NOTE.—Semiannual totals of Dept. of Commerce seasonally
adjusted quarterly data. Long-term capital outflows are net
of recorded inflows of foreign private capital other than into
liquid assets in the United States. Unidentified transactions
include other kinds of transactions as well as unidentified
capital flows. Data for first half 1963 are preliminary.
rate to which they first rose in the second
half of 1960. These payments, which prob-
ably include some unrecorded capital flows,
fluctuated widely from the first to the sec-
ond half of last year. They were swollen
in the latter period by a return flow of funds
to Canada as the Canadian exchange crisis
was resolved.
Simultaneously with the acceleration in
U.S. economic activity this year—but for
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reasons largely unrelated to it—the net re-
corded outflow of capital in the first half of
1963 rose again to a rate of nearly $5 bil-
lion. An upsurge in outflow on new security
issues, which had started in late 1962, con-
tinued in the first half of this year. Direct
investment abroad was maintained at a high
level, and in the second quarter net outflows
of bank credit and of funds for short-term
investment abroad resumed on a substantial
scale. In the second quarter, despite an in-
flow on unidentified transactions, the higher
recorded capital outflows pushed the over-
all payments balance before receipts from
special Government transactions close to
the peak rate reached in the last quarter
of 1962.
In July the Board of Governors approved
an increase in the discount rate from 3 to
3Vz per cent, and it increased to 4 per cent
the maximum interest rate that member
banks are permitted to pay on time deposits
and certificates with maturities of from 90
days to 1 year. These actions were taken
to minimize short-term outflows prompted
by higher interest rates prevalent in other
countries.
At the same time the Administration
proposed that Congress enact a temporary
tax on foreign securities (except those of
economically less developed countries) pur-
chased from foreigners before the end of
1965. For new foreign bond issues by in-
dustrialized countries, the tax would have
the effect of increasing the interest cost by
about 1 percentage point per annum. The
proposed bill provides that the President
may make a limited or general exemption for
new security issues of any country if applica-
tion of the tax would imperil international
monetary stability. The Treasury has indi-
cated that it would recommend such an ex-
emption for Canada in the expectation that
policies of the Canadian authorities will
result in substantial reduction in Canadian
borrowing from recent high levels.
U.S. SHORT-TERM CAPITAL
Throughout the expansion period since
1961, the pressure of domestic demand for
capital against the available supply of sav-
ings funds has remained moderate. And
throughout this period bank credit has been
readily available to domestic borrowers.
Thus the decline in U.S. short-term capital
outflow in 1962, and its new increase this
year, must be explained by forces other than
the moderate changes in availability that
occurred in this period.
Liquid investments abroad. Part of the de-
cline in the recorded outflow of short-term
capital in 1962 was in the placement of
liquid investments abroad. This reflected
primarily decreased outflow into time de-
posits in Canadian banks denominated in
U.S. dollars, which had been about $400
million in 1961. Recorded outflows into
money market assets in foreign currencies,
temporarily large in 1960 when they totaled
$350 million, have since been small. Federal
Reserve actions and U.S. Treasury debt man-
agement policies designed to minimize
downward pressure on money market rates
in this country have helped prevent the re-
emergence of wide gaps between money
market rates here and abroad such as de-
veloped in 1960.
In the second quarter of 1963 recorded
net outflows of U.S. funds into short-term
liquid investments abroad were about $200
million, but they declined sharply in July
and August. The July increases in Federal
Reserve discount rates and in the maximum
interest rate payable on time deposits ap-
pear to have helped to reduce the outflow.
However, the effects of these actions on in-
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terest-rate differentials were offset to some
extent by firming of rates in foreign money
markets, especially in Canada. Rates for
U.S.-dollar time deposits in European banks
also rose, but by less than the increase in
U.S. rates.
Short-term bank credit. Outflows of U.S.
bank credit to foreigners are at times in-
fluenced by the liquidity of the domestic
banking system, but variations in outflow
appear much more to reflect changes in
conditions in borrowing countries. For ex-
ample Japan, which has been the largest
foreign borrower from U.S. banks in recent
years, drew heavily on acceptance credits
in 1960 and 1961 to finance rapidly rising
imports, and then in late 1961 and the
early part of 1962 borrowed on 1-year loans
for balance of payments support. The total
net extension of U.S. bank credit to for-
eigners in 1961 was $1 billion.
From the spring of 1962 to early this
year, a period in which U.S. banks had
relatively large net free reserves, there was
no net extension of U.S. bank credit to
Japan, and the total net outflow of short-
term bank credit to all foreigners was small.
However, beginning last spring Japan again
drew on acceptance credits from U.S.
banks, as the country's production and im-
ports rose.
Total outflow of U.S. short-term bank
credit for commercial purposes rose to $200
million in the second quarter of 1963 and
in addition at midyear there was a tempo-
rary extension of more than $100 million
in credits to European banks for "window
dressing" of balance sheets.
LONG-TERM CAPITAL
Net outflows of long-term capital have
averaged $2.25 billion annually in recent
years. They have reflected primarily a grow-
ing interest of U.S. investors in new issues
of foreign securities and a gradually rising
outflow on direct investment abroad.
New security issues. The swelling volume
of new foreign security issues in the U.S.
market from the autumn of 1962 to mid-
1963 reflected a resurgence of borrowing
by Canada and a rising volume of new
issues by Japan and by European countries.
In the first half of 1963 the outflow reached
$1 billion, as much as the total for last year
and about twice the total for 1961. Since the
announcement of the proposed interest
equalization tax, there have been virtually
no reports of new foreign issues being sched-
uled. This may reflect in part uncertainties
pending passage of the bill.
Canadian issues have long been regarded
by U.S. investors as very close substitutes
for domestic corporate bonds in investment
portfolios. Other foreign issues have gained
U.S. investor acceptance gradually in re-
cent years. The increased U.S. purchases of
foreign issues in the past year and a half
may have reflected the same investor in-
terest in higher yielding assets that contrib-
uted to growing investments in domestic
mortgages during this period. And the nar-
rowing spread between yields on high-grade
foreign bond issues and U.S. corporate
bonds that developed last spring may be
analogous to the narrowing spread between
mortgage rates and yields on corporates.
Outstanding securities. Foreign long-term
investment in the United States in recent
years has consisted mainly of net purchases
of U.S. corporate stocks. Foreigners began
adding again to their holdings of U.S. stocks
in early 1961 as the first signs of recovery
appeared. From about $300 million in the
first half of 1961, foreign purchases de-
clined through early 1962. They dropped
off sharply in June 1962, as stock prices
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fell in this country and abroad. Foreign pur-
chases resumed only in the spring of 1963,
when the British Treasury purchased U.S.
stocks to replenish and diversify its share
holdings, following sale to an international
oil company of a large amount of capital
stock held in the British Treasury's invest-
ment portfolio.
In October, the President appointed a
task force to study ways to promote for-
eign investment in U.S. corporate securities.
U.S. residents' net purchases of outstand-
ing foreign securities, also mainly of equity
securities, rose to a peak of $200 million in
the second half of 1961 according to statis-
tics that are probably incomplete. The out-
flow was very small during most of 1962,
but it increased again to $100 million (in-
cluding bonds) in the first half of 1963.
U.S. direct investment. U.S. direct invest-
ment abroad at the start of the current pe-
riod of economic expansion in the United
States was at a rate of $1.6 billion a year,
after having risen gradually from $1.2 bil-
lion in 1958. Apart from a substantial spurt
in late 1960 when a U.S. auto manufacturer
made a major investment in Europe, this
rise had been quite steady. After slowing a
little in early 1962, the outflow rose again
and reached an annual rate of $1.8 billion
in the first half of 1963.
More than half of the direct investment
outflow in the past 2 years has been to
European countries. A large share of direct
investments abroad in recent years have
been in petroleum industries and in auto
manufacturing. Investments in petroleum
have included substantial outlays for refin-
ing facilities, particularly in Europe. Direct
investments in manufacturing generally, as
well as in auto manufacturing in particular,
have been concentrated in developed coun-
tries.
Plans for investment projects are custom-
arily made well in advance of the actual
start of the project, but financing arrange-
ments may to some extent be adjusted ac-
cording to relative availabilities of funds
here and abroad. Thus, the recent high rate
of U.S. direct investment outflow to Europe,
which reflects a peak rate of plant and equip-
ment expenditures, may also reflect in part
the ample liquidity of the U.S. parent com-
panies and an increased willingness on their
part to have foreign affiliates borrow work-
ing capital through dollar advances instead
of local currency loans.
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